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SUMMARY 


In the first half of 1981, Mexico's economic output continued 

to increase at the very impressive rates experienced over the 
previous 3 years. Substantially higher levels of public sector 
spending, plus strong private sector investment, resulted in a 
7-8 percent increase in economic output from the comparable 
period in 1980. The pace of economic expansion has aggravated 
inflationary pressures and resulted in a widening of both the 
deficit on current account transactions in the balance of 
payments and the public sector budget deficit. These deficits 
widened further in June as a result of lower prices for and 
volume of Mexican oil exports. The Mexican Government responded 
to these growing deficits with measures to contain public sector 
outlays, to reduce the grcewth of imports, and to tighten monetary 
policy. The impact of these measures, which constitute a semi- 
Stabilization program, cannot yet be determined, though growth 
in the second half of 1981 is expected to be less than in the 
first half, resulting in a 6-6.5 percent growth rate for the 
year as a whole. The implication for U.S. business of the 
measures taken by the Government is that the dramatic rate of 
growth in U.S.-origin exports to Mexico experienced over the 
last 3 years will show. 


Economic activity in 1982 is likely to be about 5 percent above 
1981 levels. This assumes that reducing inflationary pressures 
will be given a greater priority in the last year of the Lopez 
Portillo administration and that this will be done through 
restraint in public sector spending. Investment may also be 
affected by the July 1982 presidential elections and the transi- 
tion to a new administration which takes office December l, 
1982. The ruling and predominant party's candidate for president 
is Miguel de la Madrid Hurtado. This party has controlled the 
Government for over 50 years, and no change is anticipated in 

the near future. While the elections and the change in admin- 
istration create some uncertainty, no abrupt policy shifts 

are expected. 


The data regarding national accounts used in this report were 
derived from the revision of the national accounts for the 
period 1970-1980 by the Bank of Mexico and the Secretariat of 
Planning and Budget. The purpose of the revision was to 
improve and expand the scope of reporting on economic activity 
embodied in the national accounting system to reflect more 
accurately Mexico's expanding range of economic activity. 
Based on the updated data, the rate of economic growth in 
1978 was revised from 7 percent to 8.2 percent, in 1979 
from 8 percent to 9.2 percent, and in 1980 from 7.4 per- 
cent to 38.3. percent. 





RECENT ECONOMIC DEVELOPMENTS 


ECONOMIC ACTIVITY EXPANDS IN THE FIRST HALF OF 1981: The data 
available on economic activity for the first 6 months of 
1981 indicate that output was about 7-8 percent over the same 
period of 1980. The overall level of industrial production, 
which accounts for 37 percent of gross domestic product (GDP), 
is estimated to have been 8.5 percent above the yeareearlier 
level. This was due to strong performances in the petroleum 
and construction sectors, both showing growth rates of over 
15 percent. Mining and electricity output in the first half 
was about 4 and 5 percent, respectively, over year-earlier 
eee +e - While data are not eoeplete , Manufacturing sector 
oroduction indices show that after a slow January and February, 
nanufectuxers? output recovered and for the first half as a 
whole may have 1 about 6.5 percent above the year-earlier 
areninedd Tr were most dramatic in the production of 
automobile ks, cement, textiles and fertilizers. 


Growth in ercial sector, which accounts for approxi- 
mately 23 nt of GDP and includes such services as retail 
sales, h and restaurants, was below the GDP average due 
je meas 9 the negative impact of inflation on con- 
ourism. Government services are estimated 
for the reasons noted below. 


of 1981, Federal Government current 
over that in the comparable period 
spending erika: kien 141 percent due 
: increase in transfer and subsidy pay- 
ents. Current spending by the 27 public sector enterprises, 
Such as PEMEX, which are included in the public sector budget, 
was up 41 percent from January-June of 1980 compared to the 
same period of 1981. 


No data are available on private sector investment, but it 
would appear from the high growth experienced by the con- 
struction sector that private as well as public sector 
investment continued to increase in the first half. 


in the agricultural sector in the first half is said 
1ave been impressive, reflecting favorable weather conditions 
the benefits offered by the Government through the Mexican 
Food System (SAM). Among the SAM measures for achieving 
increased production are lower interest rates on credit for 
corn, beans, and wheat seed and ensuring the availability of 
credit at reduced rates for farm imports through the Govern- 
ment's rural credit banking system (BANRURAL). A subsidy 
yr insecticides and fertilizers equaling 30 percent of their 
has been introduced to improve output. The shared-risk 
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crop insurance program introduced in the fall of 1980 has proven 
very successful and has been expanded dramatically in 1981. The 
program guarantees poorer farmers a return at least equal to 
their investment in planting if a crop failure occurs, as well 
as subsidized prices for seeds, fertilizer and certain types of 
farm implements. 


PUBLIC SECTOR DEFICIT IMPACTS ON MONEY SUPPLY AND INFLATION: 
Total public sector revenues increased at a slower rate than 
outlays, resulting in a deficit of 254 billion pesos (roughly 
$10 billion or 26 percent of total public sector outlays) in 
the first half of 1981, up 140 percent from the yearmearlier 
period. The requirements for financing this deficit were a 
key factor in the rapid expansion of the monetary base. 
Whereas the monetary base increased 43.4 percent from June 
1980 to June 1981, credit to the public sector, the main 
source of expansion of the monetary base, increased 56 per- 
cent, or by 255 billion pesos. The growth of the monetary 
base was held down by a reduction in discounting to private 
banks and a fairly small growth of international reserves. 

As of end-July, M-1l (currency and peso demand deposits) was 
33.2 percent over the yeareearlier figure and M-4 (M-1 plus 
foreign currency deposits and time deposits) was up 48 percent. 


The rapid growth of the past 3 years has strained Mexico's 
economy and generated significant inflationary pressures. The 
National Consumer Price Index in September was 27.4 percent 
above the September 1980 figure. In 1981, the Government 
attemped to lessen the impact of inflation, especiall¥ 

on lower income groups, through various measures, such as the 
exclusion of food items from the value-added tax; an increase 
in the minimum income tax liability, and the use of subsidies 
and price controls for many consumer items, including basic 
foods, rents, diesel fuel and gasoline, transportation, 
electricity and gas. 


BALANCE OF PAYMENTS UNDERSCORES ROLE OF PETROLEUM AND IMPORTS: 
Mexico's rapid growth in 1981 spilled into the external accounts, 
pushing up the current account deficit for the first half of the 
year to $3.8 billion, compared to $2.2 billion in the first half 
of 1980. Due largely to exports of crude oil, merchandise 
exports during the first half continued their rapid increase 

and totalled $10.5 billion, 47.5 percent over the figure for 

the first half of 1980. Foreign exchange earnings from crude 
oil exports were up 77.9 percent to $7.4 billion, or 70 percent 
of merchandise export earnings compared to 58 percent in the 
first half of 1980. Other merchandise exports increased 5 
percent in terms of current dollars, implying a decline in 

real terms. The accelerated pace of economic activity during 
the first half increased the demand for imports to supplement 
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of new jobs increased 6.3 percent in 1980. In his annual State 

of the Nation address on September 1, the President said that 1.75 
million new jobs were created during 1980 and the first 8 

months of 1981 and that he expected his 1980-1982 target of 

2.2 million new jobs would be surpassed. Labor shortages now 
exist in some areas of the country,and in many sectors the 

demand for skilled employees and managers exceeds the supply. 


During the first half of the year, the average increase in 
wages reached through collective bargaining was 31.6 percent 
(the semi-official ceiling for state-owned industries and 
companies was 29.7 percent). This compared with an average 
increase one year earlier of 21.5 percent. Settlements thus 
far in 1981 (exclusive of fringe benefits) range from a low of 
28 percent to a high of 36 percent. For the first time since 
1976, the average negotiated wage increase (exclusive of fringe 
benefits) in 1981 was higher than the increase in consumer 
prices. During the first half of 1981, of the 2,000 new col- 
lective bargaining contracts registered with the Secretariat 
of Labor and Social Welfare, 90 were signed following strikes. 


LOWER RATE OF GROWTH EXPECTED FOR THE SECOND HALF: Economic 
performance in the second half of 1981 will depend largely on 
the impact of the measures taken by the Government since June 
to reduce the rate of increase in public sector spending, curb 
imports and reduce the availability of credit. These measures 
were imposed as a result of the growing current account deficit 
and the expected decline in petroleum export revenues from the 
targeted figure. Slack world demand and lower prices for crude 
oil began to affect Mexico's oil exports in June despite a cut 
in prices of $4 to an average price of $32 per barrel. Exports 
declined steeply in July when the Government of Mexico attempted 
to restore half of the June price cut. However, in August the 
Government of Mexico abandoned this effort and set prices at 
competitive levels. Exports began to recover in August and 
September. Exports from September onward were given a size- 
able boost by the conclusion of a five-year, 110 million 

barrel export contract between the U.S. Strategic Petroleum 
Reserve and PEMEX, the government-owned petroleum monopoly. 


The Government announced in July a reduction in public sector 
spending. The reduction is to apply to spending in the 
current fiscal year and amount to 4 percent of the budget, 
which was approved by the Congress in late-1980. Supplements 
to the budget increased spending above the approved amount 
through August 1981 but are not affected by the 4 percent 
reduction. The cuts are supposed to affect current rather 
than capital spending, although it is unclear how this will 

be achieved. While it is likely that the increase in public 
sector spending will slow somewhat due to the cuts, public 
sector spending is expected to be at least moderately ex- 
pansionary in the second half of the year. 
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Export growth in the second half of 1981 and well into 1982 
will be dominated by petroleum reflecting the Government's 
success in recovering and diversifying its oil markets after 
the summer price changes. Non-oil exports are expected to 
rise only slightly in nominal terms and decline in real terms 
as their competitiveness is eroded by the discrepancy between 
foreign and domestic inflation rates and the slow depreciation 
of the peso/dollar exchange rate. Inflation as measured 

by the National Consumer Price Index is likely to be 28-30 
percent in 1981. From end-1980 through October 1981 the 

peso depreciated 9.4 percent against the dollar. The 
depreciation is likely to total 11-12 percent for 1981 as 

a whole. The deterioration in the services account is likely 
to continue; interest payments on the external debt are likely 
to increase, even though interest rates may decline slightly. 

A current account deficit in excess of $10 billion is expected. 
In addition, the "errors and omissions" figure could be negative 
by a sizeable amount. The public sector will have to cover 
the bulk of the financing requirement, although foreign direct 
investment inflows should reach a record level. 


OUTLOOK FOR 1982 AND IMPLICATIONS FOR THE United States 


ECONOMIC GROWTH LIKELY TO SLOW IN 1982: The Mexican Government 
has not outlined its economic strategy for 1982, beyond that 


contained in its various development plans, the most recent 

of which is the Global (or National) Development Plan published 
in May 1980. As can be expected, subsequent developments 
might well require changes in some of the objectives of the 
Plan as originally stated. Most notably, inflation is higher 
than desired and the deficits in the public sector budget and 
the current account of the balance of payments are considerably 
greater than planned. Assuming that the Government will take 
some measures to reduce the magnitude of these problems, the 
slowdown in the rate of economic growth that probably began 

in the second half of 1981 will continue into 1982. This 

would imply slower growth in imports as well as in the overall 
level of economic activity. Still, most observers expect 
economic output in 1982 to be about 5 percent above that 

of the present year, an impressive figure by most accounts. 
Once again, this estimate should be treated with caution as 

the key determinant of economic activity--the public sector 
budget--will not be announced until late November. 


PRESIDENTIAL ELECTIONS IN JULY WILL IMPACT ON ECONOMIC DECISIONS: 
Mexico's presidential election will take place in July 1982. 
The candidate of the dominant PRI Party (Partido Revolucionario 
Institucional) is Miguel de la Madrid Hurtado. De la Madrid 
has a long career in government service with the Bank of Mexico 
and the Treasury and since 1979 has been Secretary of Planning 
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t. In the latter position, he oversaw the preparation of 
long-range economic development plans embodied in the 
evelopment Plan. The choice of de la Madrid by the 
een as a desire to ensure a continuity of the Lopez 
administration's progress in economic development. 
Madrid is elected,it is believed he will attempt 
idate and balance Mexico's economic development 

the achievements of the Lopez Portillo years. 
president will take office December 1, 1982,and there 
y to be a period of relative uncertainty as the 

moves to implement economic Pane ees The election 
Madrid would imply no sharp departure from existing 
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at completing projects begun by 
inistration. Decisions on some projects 
5 es are likely to be left to the new 
The ec wth of Mexico's electric power needs, 
will not permit a postponement of the construction 
new generating facilities. Thus the Government is expected 
award contracts in early 1982 for 2400 MW of nuclear 
nerating power as the first stage of a 20,000 MW plan 
the rest of the century. 


The Mexican Government is also expected to continue to give 
priority to the development of the country's transportation 
system, including the development of industrial port com- 
plexes, and the communications system, including planning 
for an eventual domestic communications satellite. 


During 1981,the Mexican Government reversed its previous policy 
of import liberalization and increased from 59.5 to de percent 
the portion of total Mexican imports (by value) covered by the 
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prior import licensing requirement. It is not yet clear what 
the Government's policy with respect to the newly controlled 
items will be. It is likely that the previous policy of 

denying licenses if a similar item is manufactured in Mexico 

and approving licenses if there is no adequate domestically 
produced substitute will prevail. In the case of consumer 
goods, however, it seems likely that licenses will be denied 
even if there is no similar domestic production. In the case 

of computers, import quotas are being set for each manufacturer, 
and the policy appears to be to restrain the growth of imports, 
even though there is virtually no domestic production. Further- 
more, it seems likely that a Mexican Government plan designed 

to stimulate domestic assembly and production of microprocessors 
and minicomputers will be put into effect in 1982. This 
proposed new program would aim for 70 percent local content 
within 5 years. 


The continued growth of the Mexican economy, even if at a lower 
rate than in the recent past, will require increased imports of 
machinery and equipment. In spite of increasing competition 
from Japan, France, Canada, Germany and Brazil, if U.S. 
exporters of high technology equipment take advantage of the 
opportunities offered them, the United States should continue 
to hold its two-thirds share of the growing Mexican import 
market. 


In addition to power generating equipment, communications equip- 
ment, and transportation-related equipment mentioned above, 

there are good prospects for U.S. exporters of agricultural 
machinery, oil and gas equipment, medical equipment, construction 
and mining machinery, and food-processing equipment. 


In 1980, Mexico's total imports of basic foodstuffs amounted 
to more than 10.7 million metric tons. As of June 1981, the 
Secretariat of Commerce and CONASUPO, the government-owned 
food distribution firm, had signed agreements for importing 
about 10 million metric tons of basic foodstuffs during 1981 
primarily from the United States and to a lesser degree from 
Canada, Argentina and New Zealand. In early June a sales 
contract for calendar year 1982 covering 4.6 million metric 
tons of grains, oilseeds, tallow and non-fat dry milk was 
signed in Washington between the United States and Mexico. 
Although commodity imports are expected to level off in 1982, 
excellent opportunities will exist for the sale of agricultural 
and food processing equipment. 


U.S. direct investment in Mexico rose from $4.5 billion at 

the end of 1979 to $5.9 billion at the end of 1980. The 

leading sectors of U.S. investment are chemicals ($1,055 
million), transportation equipment ($742 million), trade 

($719 million), metals ($510 million) and electric and electronic 
equipment ($426 million). The largest increases during 1980 
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were in transportation equipment, chemicals, and trade. U.S. 
direct investment continues to be welcomed by the Mexican 
Government, particularly if it is directed at priority develop- 
mental sectors. Except in prohibited sectors such as utilities 

and transportation, the general rule is that foreigners can 

hold 49 percent of a firm's equity with only minor conditions. 
Permission to hold more than 49 percent is granted only sparingly 
and usually when the foreign investment offers advanced technology, 
Significant job creation, increased exports or reduced imports. 


To follow up on the success of the petroleum equipment exhibit 
held by the U.S. Trade Center in Mexico City in January 1980, 
there will be another U.S. Trade Center exhibit of petroleum 
equipment at the National Auditorium February 16-19, 1982. 

A major machine tool exhibition will be held March 23-26, 
1982. The Trade Center will hold its first exhibit of agricultural 
machinery in over 5 years at the Cattlemen's Association 
Fairground in Veracruz April 15-18, 1982. Exhibits to be 

held at the Trade Center in Mexico City include Computers 

and Peripheral Equipment, May 11-14, 1982; Commercial Fishing 
Equipment, August 17-19, 1982; and Analytical Instruments, 
September 21-24, 1982. 





